CIHM 
Microfiche 


({Monographs) 


ICIMH 

Collection  de 
microfiches 
(monographies) 


Canadian  Institute  for  Historical  Microreproductions  '  Institut  canadien  de  microreproductions  historiques 


m'm^'^^Fmm 


Technical  and  Bibliographic  Notes  /  Notes  techniques  et  bibliographiques 


The  Institute  has  attempted  to  obtain  the  best  original 
copy  available  for  filming.  Features  of  this  copy  which 
may  be  bibliographically  unique,  which  may  alter  any  of 
the  images  in  the  reproduction,  or  which  may 
significantly  change  the  usual  method  of  filming  are 
checked  below. 


Coloured  covers  / 
Couverture  de  couleur 

Covers  damaged  / 
Couverture  endommag6e 

Covers  restored  and/or  laminated  / 
Couverture  restauree  et/ou  pellicul6e 

Cover  title  missing  /  Le  titre  de  couverture  manque 

Coloured  maps  /  Cartes  g6ographiques  en  couleur 

Coloured  ink  (i.e.  other  than  blue  or  black)  / 
Encre  de  couleur  (i.e.  autre  que  bleue  ou  noire) 

Coloured  plates  and/or  illustrations  / 
Planches  et/ou  illustrations  en  couleur 

Bound  with  other  material  / 
Relie  avec  d'autres  documents 

Only  edition  available  / 
Seule  edition  disponible 

Tight  binding  may  cause  shadows  or  distortion  along 
interior  margin  /  La  reliure  serree  peut  causer  de 
I'ombre  ou  de  la  distorsion  le  long  de  la  marge 
interieure. 

Blank  leaves  added  during  restorations  may  appear 
within  the  text.  Whenever  possible,  these  have  been 
omitted  from  filming  /  Use  peut  que  certaines  pages 
blanches  ajout6es  lors  d'une  restauration 
apparaissent  dans  le  texte,  mais,  lorsque  cela  etait 
possible,  ces  pages  n'ont  pas  ete  filmees. 

Additional  comments  / 
Commentaires  suppiementalres: 


D 

D 

D 
D 

n 
n 

D 
D 

D 


L'Institut  a  microfilm^  le  meilleur  exemplaire  qu'il  lui  a 
6\6  possible  de  se  procurer.  Les  details  de  cet  exem- 
plaire qui  sont  peut-Stre  uniques  du  point  de  vue  bibli- 
ographique,  qui  peuvent  modifier  une  image  reproduite, 
ou  qui  peuvent  exiger  une  modification  dans  la  m^tho- 
de  normale  de  filmage  sont  indiqu^s  ci-dessous. 

Coloured  pages  /  Pages  de  couleur 

I I   Pages  damaged  /  Pages  endommag§es 


D 


Pages  restored  and/or  laminated  / 
Pages  restaur^es  et/ou  pellicul^es 


a   Pages  discoloured,  stained  or  foxed  / 
Pages  d^color^es,  tachet^es  ou  piqu^es 

Pages  detached  /  Pages  d6tach6es 

\/\   Showthrough  /  Transparence 

I      I   Quality  of  print  varies  / 


n 


D 


Quality  in^gale  de  I'impression 

Includes  supplementary  material  / 
Comprend  du  materiel  suppl^mentaire 

Pages  wholly  or  partially  obscured  by  errata  slips, 
tissues,  etc.,  have  been  refilmed  to  ensure  the  best 
possible  image  /  Les  pages  totalement  ou 
partiellement  obscurcies  par  un  feuillet  d'errata,  une 
pelure,  etc.,  ont  6t6  film6es  a  nouveau  de  ficon  a 
obtenir  la  meilleure  image  possible. 

Opposing  pages  with  varying  colouration  or 
discolourations  are  filmed  twice  to  ensure  the  best 
possible  image  /  Les  pages  s'opposant  ayant  des 
colorations  variables  ou  des  decolorations  sont 
film6es  deux  fois  afin  d'obtenir  la  meilleure  image 
possible. 


D 


This  item  is  filmed  at  the  reduction  ratio  checked  below  / 

Ce  document  est  film6  au  taux  de  reduction  indique  ci-dessous. 


lOx 

14x 

18x 

22x 

26x 

30x 

y 

12x 

16x 

20x 

24x 

28x 

32x 

The  copy  filmed  here  has  been  reproduced  thanks 
to  the  generosity  of: 

National   Library  of  Canada 


L'exemplaire  lilmi  fut  reproduit  grace  i  la 
gAn^rositA  de: 

Bibliotheque  nationale  du  Canada 


The  images  appearing  here  are  the  best  quality 
possible  considering  the  condition  and  legibility 
of  the  original  copy  and  in  keeping  with  the 
filming  contract  specifications. 


Original  copies  in  printed  paper  covers  are  filmed 
beginning  with  the  front  cover  and  ending  on 
the  last  page  with  a  printed  or  illustrated  impres- 
sion, or  the  back  cover  when  appropriate.  All 
other  original  copies  are  filmed  beginning  on  the 
first  pege  with  a  printed  or  illustrated  impres- 
sion, and  ending  on  the  last  page  with  a  printed 
or  illustrated  impression. 


The  lest  recorded  frame  on  eech  microfiche 
shell  contain  the  symbol  — ^  (meening  "CON- 
TINUED"), or  the  symbol  V  (meaning  "END"), 
whichever  applies. 

Maps,  plates,  charts,  etc..  may  be  filmed  at 
different  reduction  ratios.  Those  too  large  to  be 
entirely  inclu<:ied  in  one  exposure  are  filmed 
beginning  in  the  upper  left  hand  corner,  left  to 
right  and  top  to  bottom,  as  many  frames  as 
required.  The  following  diagrams  illustrate  the 
method: 


Les  images  suivantes  ont  iti  reproduites  avec  le 
plus  grand  soin,  compta  tenu  de  la  condition  et 
de  la  nettet«  de  l'exemplaire  film*,  et  en 
conformity  avec  les  conditions  du  contrat  de 
filmege. 

Lea  exemplaires  origineux  dont  la  couverture  en 
pepier  est  imprim«e  sont  film*s  en  commencant 
par  la  premier  plat  et  en  terminant  soit  par  la 
derniire  page  qui  comporte  una  empreinte 
d'impression  ou  d'illustration.  soit  par  le  second 
plat,  selon  le  cas.  Tous  les  autres  exemplaires 
origineux  sont  film^s  en  commenpant  par  la 
pr9mi4T9  page  qui  comporte  une  empreinte 
d'impression  ou  d'illustration  et  en  terminant  par 
la  derni4re  page  qui  comporte  une  telle 
empreinte. 

Un  des  symboles  suivants  apparaitra  sur  la 
derniAre  imege  de  cheque  microfiche,  selon  le 
cas:  le  symbole  -♦•  signifie  "A  SUIVRE",  le 
symbols  V  signifie  "FIN  ". 

Les  cartes,  planches,  tableaux,  etc..  peuvent  stre 
filmis  i  des  taux  de  reduction  diffirents. 
Lorsque  le  document  est  trop  grand  pour  etre 
reproduit  en  un  seul  cliche,  il  est  film*  *  partir 
de  I'angle  supArieur  gauche,  de  gauche  i  droite. 
et  de  haut  en  bas.  en  prenant  le  nombre 
d'imeges  nicessaire.  Les  diagrammes  suivants 
illustrent  la  mAthode. 


1  2  3 


1 

2 

3 

4 

5 

6 

.T.  'W'  ■  ^?^^'-^fA?'' 


MICROCOPY    RESOLUTION   TEST   CHART 

lANSI  and  ISO  TeST  CHART  No    2! 


1.0 


I.I 


!:  1^ 


1.4 


m 

2.2 
2.0 

1.8 


j£     y^PPLIED  IM/1GE     Inc 


■•>-.3   last    Mo.ri    jt'Pft 

-;;^ester.    Ne*    York         1  46C  • 
■'e"!   *82  -  0  500  -  Pnone 
^'6)    288  -  5989  -  Fax 


-'"-5®=^?^.- 


(^mma  UtttorHttg 


Course  in  Banking 


SPECIAL    BULLETIN 


1 '.  i  4 


ir 


I 


tWnOML  UMUBY 

CANAPA 

■DHJOrU^QUE  NA-nONAtE 


ill 


CapfTi^t,  Cnada,  IMA,  hr  Qbmb^  Uahmlly. 


THE  FINANCIAL  POWER  OF  THE  EMPIRE. 


Lombard  Street  and  the  War. 

It  is  a  mere  platitude  to  say  that  the  world  of  to-day  is  linked 
together  by  almost  inextricable  bonds  of  industry,  commerce 
and  finance.  Nevertheless,  the  full  meaning  of  this  fact  was 
not  felt  or  understood  before  the  outbreak  of  the  great  world- 
war  in  August  of  last  year.  The  breakdown  of  international 
credit  and  finance,  .so  long  predicted  as  the  inevitable  result 
of  a  war  involving  the  great  nations,  almost  paralysed  the 
industrial  and  financial  life  of  the  whole  world. 

New  York,  London.  Paris  and  Berlin  had  fori.ied  a  series 
of  financial  ganglia,  each  being  keenly  sensitive  to  changes  in 
the  economic  and  financial  conditions  in  the  other  centres. 
More  than  that,  many  of  the  great  banking  houses  in  these 
financial  markets  were  international  in  character,  not  only  con- 
trolling international  capital,  but  being  managed  by  directors 
who  represented  almost  every  important  European  nation. 
The  great  banking  houses  in  these  cities  were  Anglo-German, 
Anglo-French,  or  Anglo-American.  In  a  word,  there  was  a 
*om  of  interlocking  directorates  which  harmonized  the  eco- 
-  c  and  financial  interests  of  the  principal  investing  nations 
.  '^he  world.  Gigantic  corporations  in  London,  Paris,  Berlin 
and  New  York  welcomed  shareholders  and  accepted  their 
money,  no  matter  from  what  quarter  of  the  world  they  came, 
with  absolute  disregard  for  diplomatic  alliances  and  the  world 
groupings  of  the  great  powers.  Bills  of  exchange  drawn  on 
London  provided  an  international  currency  for  the  whole  world, 
and  London  itself  was  the  pivotal  point  around  which  the  far- 
flung  commerce  of  the  nations  centred. 

Nationalism  in  itself  was  no  bar  to  co-operation  in  busi- 
ness on  the  one  hand,  or  intense  competition  on  the  other. 
English,  French,  Germans  and  Russians  worked  in  harmony 
behind  the  high  protective  tariffs  of  Russia,  Mexico,  the  Argen- 
tine, Brazil  and  China.  British  capital  was  invested  in  Ger- 
many, and  German  capital  in  British  Colonies.  French  and 
German  capitalists  competed  in  Russia  and  Turkey.  At  the 
very  moment  that  war  was  declared  British  armament  firms 


were  constructing  battk  hips  for  Turkey,  and  German  officers 
were  reorganizing  the  Sick  Man's  military  forces.  T^ese  facS 
are  obvious  now.  it  is  true,  yet  they  were  really  not  part  of 
the  every-day  thinking  of  tho  masse,  of  the  pLpL  ifr^ 
quired  the  shock  of  war.  which  suddenly  destro'^d  the  ^"t* 
edifice  of  world-wide  commerce  and  finance,  to  prove  the  t^th 

?h?nSns  tr?r  ^°"*^""°"  "^^  '''  ^-^^^^  ^"^^^-f 

Six  or  seven  months  ago  the  world  had  achieved  at  least 

a  mechanical  unity.    The  merchant  in  New  yS  or  Pekfn 

could  telegraph  jnoney  or  messages  in  a  momenMo  any  S 

?rans  Jh  r'    t^"'^'*  "*  ""^  ""•«•  °"  ^^^  d«v.  one  could  buy 
transportation  to  any  part  of  the  civilized  world.    Year  after 

VoZT  '";  «"^»>*  i"*«"-"Pt-ns.  this  process  had  ien Vo' ng 
forward ;  and  year  after  year  the  boundaries  of  what  we  cal! 
civilization  were  being  extended.    Then,  with  paralysing  sud 
deness.  this  artificial  structure  of  commerce,  trade  and  finance 

rthfaThrf  vesTir '^  - ""--'--  --  ^'--^  - 

Hnnro^'Tf  1'"  ^  ^^^  ^^^  exchanges  of  the  world  closed  their 

renS,  nf  .,!  ""T"*  '^'""*'''  *^"^««^  ^°  ^e  saleable  the  cur- 
rencies  of  the  nations  ceased  to  be  interchangeable,  livery 
belligerent  power  with  the  exception  of  the  United  Kingdo^ 

?onowed  fhe" h1?  r*""';  '"^P^"'^^*^  ^°'^  P«^«"t»-  Then 
fonowed  the  declaration  of  moratoria  almost  everywhere-ex- 

cept  in  Germany— of  varying  scope  and  degree.     While  Ger- 
many  d.d  not  declare  a  moratorium  it  ad^ted  devSs  f"; 
postponing  the  payment  of  debts,  which  amounted  practca^l 
to  the  same  thing.    Within  a  few  months,  however,  the  UnftS 
Kingdom  was  able  to  abolish  its  moratorium  decrU.  the  first 
declared  in  its  history.     France  has  gradually  and  steadily 
he'Tthl^'f  "'*'""'  °"  *'«  ^«"«*=t'°"  °f  debts  imposed  S 
Europe   m  South  Amerir  .  and  in  the  East-moratoria  have 
o'^rsle^'et.  "*'"  "  ■'''''  ''''  '"""  °'  -^^««^  -  ^-t- 
Neutral  nations  as  well  as  belligerent  were  forced  to  adopt 

as  well  as  the  Scandinavian  countries,  either  declared  mora^ 
tona.  or.  as  ,n  the  case  of  Holland  and  Switzerland,  authorized 
their  courts  to  grant  extensions  of  time  to  debtors.     South 


Africa  gave  the  Governor-General  power  to  grant  relief  to 
debtors,  either  by  extending  the  time  for  the  payment  of 
debts,  or  by  the  ;tay  of  execution  of  debts  incurred  before 
August  4,  1914.  New  Zealand  enacted  a  law  making  it  unlaw- 
ful for  a  mortgagee  to  foiii>close  on  a  mortgage  until  six  months 
.'fter  the  end  of  the  war,  except  by  consent  of  the  Supreme 
Court.  The  principal  countries  of  South  America — Brazil, 
Argentina,  Peru  and  Uruguay — all  declared  moratoria  of  one 
kind  or  another.  In  view  of  the  fact  that  the  Argentine  Re- 
public has  proved  Canada's  chief  competitor,  both  in  the  se- 
curing of  capital  in  Europe  and  in  the  marketing  of  products 
abroad,  the  measures  adopted  there  are  of  more  than  pass- 
ing interest.  The  Argentine  Republic  granted  its  banks 
thirty  days'  delay  in  meeting  their  obligations;  and  extended 
the  moratorium  until  the  Conversion  Office  should  resume 
the  exchange  of  gold  for  paper.  Later  the  obligation  of  the 
Conversion  Office  to  exchange  gold  for  paper  was  suspended 
until  further  notice,  thu?  automatically  extending  the  mora- 
torium. The  banks  were  authorized  to  pay  only  twenty  per 
cent.,  at  any  one  time,  of  deposits  due  any  creditor.  Even 
then  good  reason  had  to  be  shown  that  the  withdrawal  was 
necessary.  This  should  be  borne  in  mind  in  connection  with 
Canada's  financial  position,  which  will  be  discussed  later.  The 
United  States  did  not  declare  a  moratorium,  it  is  true,  but 
the  banks  agreed  to  refrain  from  demanding  the  payment  of 
call  loans  on  stock  exchange  collateral  as  long  as  the  exchanges 
were  closed.  This  may  be  regarded  as  an  application,  in  part 
at  least,  of  the  moratorium  principle. 

At  the  outbreak  of  the  war  Mr.  Lloyd  George,  Chancel- 
lor of  the  Exchequer,  lost  no  time  in  assembling  a  committee 
of  the  ablest  financiers  of  England  to  advi-'p  the  Government 
concerning  the  adoption  of  proper  financial  measures.  For 
several  weeks  prior  to  the  outbreak  of  hostilities  the  atmo- 
sphere of  the  C  itinent  was  electrical,  and  foreboded  a  great 
financial  storm.  Undoubtedly  the  bankers  of  Berlin  and  Paris 
had  received  information  from  their  respective  Governments 
that  war  was  not  only  a  possibility,  but  a  probability;  and 
they  immediately  began  to  sacrifice  securities  on  the  London 
and  New  York  exchanges.  British  holders  of  American  stocks 
and  bonds  also  began  to  prepare  for  the  struggle  by  selling 
large  amounts  of  securities  in  America.    At  the  beginning  of 


huf  ?n.7TK  ,  *""  ''"*  <=o"«id«rably  indebted  to  London: 
but  Enir  8h  balances  in  France  were  soon  exhausted  by  a 
heavy  selhng  movement  in  securities  on  the  London  market, 
directed  from  Paris.  London,  therefore,  was  obliged  to  ship 
fn  end°  *°  '^^'''^'  *'°'^^''^'''  ^^^  ""t^reak  of  war  put 

As  has  been  said,  the  declaration  of  war  demoralized  the 
stock  exchanges  of  Europe  and  America.  Continental  banks, 
as  far  as  possible,  withdrew  their  balances  from  London. 
English  creditors  were  pressing  American  debtors  for  pay- 
ment.  with  the  result  that  bill.  ..f  exchange  drawn  on  London 
sold  at  unprecedentedly  high  figures  in  New  York.  Indeed 
exchange  soared  high  above  the  gold  export  point,  and  there' 
were  heavy  shipments  of  the  yellow  metal  to  Europe.  Eng- 
land s  very  financial  strength  proved  an  embarrassment  to 
neutral  nations  who  were  indebted  to  her.    At  the  outbreak 

?T  T*f  l^*  Y"'*^  ^*«*««  °^«d  about  $350,000,000  to  the 
United  Kingdom,  for  which  it  was  impossible  to  make  im- 
mediate  payment  in  gold.  This  debt,  it  may  be  noted  in 
passing,  has  been  made  good  since  by  the  shipment  to  England 
of  American  commodities,  such  as  cotton,  wheat,  oil,  etc.;  and 
by  heavy  purchases  of  war  supplies  in  the  Republic  on  Eng- 
lish account.  " 

Lombard  Street,  the  greatest  financial  centre  in  the  world, 
•veathered  the  storm  successfully  and  proved  how  enormously 
strong  IS  the  English  financial  system.  On  July  30  the  Bank 
of  England's  discount  rate  was  increased  from  three  per  cent 
to  four  per  cent.,  and  on  the  next  day  to  eight  pe.  cent.  Oii 
August  1  It  reached  the  unprecedented  figure  of  ten  per  cent 
On  August  2  thn  moratorium  on  bills  of  exchange,  to  which 
we  have  referred,  was  declared ,-  on  the  following  day  a  bill 
for  a  general  moratorium  passed  Parliament. 

«  /*  !!"!  ^i*'^^  °^  ^"^^*  ^'  ''^^"^^  a  single  shot  had  been 
fired,  and  before  there  had  been  any  destruction  of  property 
by  hostilr  armies,  the  whole  world-wide  fabric  of  international 
credit  and  finance  had  vanished.  The  London  stock  exchange 
had  been  closed,  and  the  discount  market  was  demoralised: 
the  acceptance  houses  were  unable  to  obtain  the  necessary 
funds  to  cover  bills  of  exchange  as  they  became  due;  and  the 
liquid  assets  of  the  joint  stock  banks— that  is,  their  stock  ex- 
change and  money  market  loans— became  unreliable  as  re- 


serves  just  at  the  moment  when  depositors  were  beginning  to 
withdraw  t  heir  funds.  Commerce  throughout  the  world  was 
at  a  standstill;  everyone  began  to  hoard  gold;  and  the  Bank 
of  England's  resources  were  put  under  terriflc  pressure.  It 
was  at  this  moment  that  David  Lloyd  Geor«»e,  surrounded  by 
a  group  of  eminent  financiers,  decided  ur  i  d<%i8ive  action. 
The  Government  guaranteed  the  Bank  of  .  igland  against  any 
loss  it  might  incur  by  discounting  bilk  i  exchange  "'hich 
had  been  accepted  before  August  4.  In  addition,  the  Gov- 
ernment determined  to  come  to  the  support  of  the  financial 
institutions  of  the  nation  by  issuing  a  legal  tender  paper 
currency  in  denom'\.  tions  of  one  pound  and  ten  shillings 
respectively.  This  '-"ue  of  paper  money  was  limited  to  an 
amount  equal  to  twenty  per  cent,  of  the  deposits  in  the  banks 
of  the  United  Kingdom — that  is,  to  a  maxir  m  of  £200, 
OCO.OOO.  On  any  advances  of  this  paper  currency  that  might 
be  made  to  the  banks,  the  Government  charged  5  per  cent, 
interest.  These  measures  almost  immediately  restored  con- 
fidence in  the  London  financial  market ;  and  placed  the  Govern- 
ment in  a  position  to  turn  to  account  the  wonderful  money 
power  of  the  Unitel  Kingdom. 

Talleyrand  once  cynically  remarked  that  spe-  ^h  was  given 
to  man  in  order  that  he  might  conceal  his  thou,  j;  and  per- 
haps the  reader  may  conclude  that  most  f  nancia  *ticles  bear 
out  this  saying.  We  shall,  however,  attempt  to  escape  this 
charge,  and  explain  more  clearly  and  p'ocibely  what  was  in- 
volved in  the  above  measures 

The  chief  difficulty  in  Lon  r_  at  the  outbreak  of  war  was 
found  in  preserving  intact  the  financial  mechanism  of  Lom- 
bard Street.  The  smooth  working  of  the  financial  machinery 
in  this  market  is  vital  not  only  to  London  and  the  United  King- 
dom, but  to  the  whole  world.  It  is  chiefly  through  the  London 
money  market  that  th^  world's  trade  and  commerce  is  financed. 
By  means  of  bills  of  exchange  drawn  upon  London,  grain, 
manufactured  goods,  metals,  coal,  oil,  rubber  and  other  articles 
required  by  civilized  and  uncivilized  man,  are  carried  over  the 
seven  seas  to  their  ultimate  destination,  and  to  the  final  con- 
sumer. Now,  the  sellers  of  these  goods  ^annot,  as  a  rule,  wait 
for  the  money  due  them  until  dealers  finally  realize  upon  their 
purchases.  The  London  money  market — that  is,  the  banks, 
the  bill  brokers  and  the  acceptance  houses — provides  the  capi- 
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tal  necessary  to  carry  on  this  vast  international  trade.  In 
other  words,  Lombard  Street  buys  and  sells  bills  of  exchange, 
through  which  and  by  means  of  ^hich,  foreign  trade  is  car- 
ried on. 

London  has  made  a  specialty  of  international  bills  of  ex- 
change ;  and  these  bills  are  regarded  as  good  as  gold  in  every 
quarter  of  the  world.  German,  Austrian,  Russian,  French 
and  other  dealers,  arrange  with  London  accepting  houses  to 
accept  the  bills  that  are  to  pay  for  goods  bought  in  countries 
all  the  way  from  China  to  Peru.  For  example,  a  Hamburg 
merchant  buying  cotton  from  Texas,  or  coffee  from  Brazil,  or 
wheat  from  the  Argentine,  or  silk  from  China,  or  opium  from 
India,  or  cocoanut  oil  from  the  South  Sea  Islands,  or  ostrich 
feathers  from  South  Africa,  arranges  with  an  English  accept- 
ance house  to  accept  the  drafts  which  are  to  pay  for  these  com- 
modities. The  English  acceptance  house,  while  accepting  the 
draft  for  the  Hamburg  merchant,  and  thus  becoming  liable 
for  its  payment,  requires  him  to  sign  a  certificate  guarantee- 
ing that,  through  his  banker,  or  otherwise,  he  will  put  the 
acceptance  house  in  possession  of  funds  shortly  before  the  bill 
is  due,  generally  three  days  before  it  matures.  In  the  mean- 
time the  Brazilian  or  other  seller  of  the  goods  gets  a  first- 
claSs  financial  document,  guaranteed  by  a  strong  financial  Eng- 
lish institution.  These  bills,  which,  as  a  rule,  run  for  a  period 
of  three  months,  can  be  immediately  discounted  by  the  ex- 
porter, who  thus  receives  his  money  at  once.  On  the  other 
hand,  the  Hamburg  importer  gets  possession  of  the  goods 
as  he  signs  the  certificate  guaranteeing  to  put  the  Eng- 
lish acceptance  house  in  possession  of  funds  to  meet  the 
draft  when  it  becomes  due.  Having  secured  the  goods  he 
either  sells  them,  or  manufactures  thorn  into  the  finished 
product;  and  before  the  three  months'  period  is  up,  he  has 
realized  a  sufficient  sum  from  the  sales  he  has  effected  to  meet 
his  obligations  in  London.  The  English  acceptance  house,  of 
course,  receives  a  commission  for  carrying  out  its  share  in 
such  transactions.  London  levies  an  enormous  toll  upon  the 
commerce  of  the  world  which  flows  in  this  way  through  her 
gates. 

It  is  estimated  that  ordinarily  there  are  £300,000,000  of 
such  bills  in  the  London  market.  This  huge  sum  is  being  lent 
by  Great  Britain,  as  we  have  said,  to  finance  the  trade  of  the 


world.  It  is  true  that  this  in  part  represents  the  trade  of 
Great  Britain  itself;  but  a  huge  business  is  done  on  foreigrn 
account.  It  is  because  of  the  vast  resources  of  the  London 
discount  market  that  all  the  leading  banks  of  the  world  find 
they  must  open  branches  in  that  city,  whether  they  are  French, 
German,  Austrian,  American,  Canadian,  Russian,  Chinese  or 
Japanese. 

Consider  the  position,  for  a  moment,  of  the  accepting 
houses,  which  were  responsible  for  the  payment  of  this  vast 
sum  of  £300,000,000  within  a  period  of  not  more  than  three 
months.  The  dealers  in  exchange  are,  in  the  main,  the  bill 
brokers,  the  large  private  bankers,  the  accepting  houses,  and, 
to  a  less  extent,  the  joint-stock  banks.  The  outbreak  of  war 
relieved  them  in  no  particular  from  meeting  their  obligations ; 
while,  on  the  other  hand,  it  was,  of  course,  impossible  to  col- 
lect from  German  and  Austrian  importers,  and  from  other 
European  buyers  who  had  been  embarrassed  by  the  war.  Tem- 
porary relief  was  given  to  the  acceptance  houses  by  the  de- 
claration of  the  moratorium,  to  which  we  have  already  re- 
ferred, which  suspended  payment  upon  their  obligations  for 
a  time. 

In  the  course  of  years  this  wonderfully  eflScient  and  high- 
ly delicate  credit  mechanism  has  been  evolved  to  meet  the 
needs  of  the  world.  The  system  works  with  accuracy,  smooth- 
ness and  precision  at  ordinary  times ;  but  in  order  to  keep  the 
machinery  in  operation  the  stream  of  remittances  from  home 
and  abroad  must  flow  to  the  acceptance  houses  steadily,  and 
the  brokers  and  other  dealers  must  continue  to  purchase  the 
bills  f  exchange  which  are  offered  for  discount  in  the  market. 
A  sudden  blow  to  this  system,  severe  enough  to  stop  the  pro- 
cess we  have  outlined,  will  paralyse  the  whole  money  market ; 
and  between  July  28  and  July  31  the  whole  machinery  did 
come  to  a  sudden  stop,  and  the  money  market  was  reduced 
to  chaos. 

In  the  last  analysis  the. London  credit  system  depends 
upon  the  power  of  the  great  joint  stock  banks  to  furnish  the 
money  to  carry  on  financial  operations.  These  banks  have 
deposits  of  £1,000,000,000,  which  are  utilized  in  large  part  to 
purchase  bills  of  exchange  and  to  advance  money  to  bill  brok- 
ers to  permit  them  to  enter  the  discount  market  and  deal  in 
bills.    Thus,  the  bills  of  exchange,  either  by  direct  purchase 
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by  the  joint  stock  banks,  or  by  way  of  security  in  advances 
to  bill  brokers,  find  their  way  for  the  most  part  to  the  port- 
folios of  the  joint  stock  banks.  If  these  banks  cease  to  pur- 
chase, or  to  lend  on,  bills,  serious  trouble  must  result. 

At  the  first  sign  of  trouble  the  joint  stock  banks  began  to 
protect  their  reserves,  and  to  strengthen  themselves  in  every 
possible  way  to  meet  the  coming  storm.  They  ceased  buying 
bills,  and  began  to  call  in  their  loans  from  the  discount  houses 
and  bill  brokers.  These  latter,  therefore,  were  placed  in  a 
difficult  and  dangerous  situation.  They  are  the  middlemen  who 
hold  enormous  amounts  of  bills  partly  through  the  use  of  their 
own  capital,  but  mainly  on  money  borrowed  from  the  banks 
and  other  financial  houses.  In  order  to  repay  their  loans  they 
would  have  to  sell  their  bills.  But  the  joint  stock  banks  re- 
fused to  buy  bills;  and,  as  has  been  said,  at  the  same  time 
called  in  their  loans.  The  dealers  in  foreign  exchange  were 
thus  ground  between  the  upper  and  the  nether  millstone.  Their 
only  recourse  was  to  discount  their  bills  at  the  Bank  of  Eng- 
land; but  that  institution  rarely  takes  any  but  short-time 
paper.  Moreover,  as  the  Bank  of  England  continued  to  rai.«e 
its  rate  of  discount  until  it  finally  stood  at  10  per  cent.,  the 
brokers  and  discount  houses  could  not  realize  upon  their  hold- 
ings at  the  Bank  except  at  ruinous  rates. 

It  v/ill  be  necessary  to  recall  at  this  point  that  at  the 
outbreak  of  war,  owing  to  the  pressure  brought  by  England 
upon  her  debtors  abroad,  there  was  a  rush  to  buy  bills  of  ex- 
change payable  in  London.  Exchange,  as  a  result,  rose  to  an 
impossible  figure,  particularly  in  New  York.  So  high  indeed 
did  it  become  that  debtors  could  remit  to  London  only  at  a 
great  loss.  Finally,  too,  the  United  States  ceased  to  ship 
gold,  as  its  banks  wished  to  protect  their  own  position;  and 
thus,  between  the  impossibility  of  shipping  gold,  and  the  ab- 
normally high  rate  of  exchange,  Americans  could  do  little  or 
nothing  to  relieve  the  situation  in  London.  They  could  not  dis- 
charge any  great  part  of  the  $350,000,000  for  which  they  were 
indebted  to  the  United  Kingdom.  But  in  the  meantime  the 
London  accepting  houses  were  protected  by  the  declaration  of 
the  moratorium,  which  relieved  them  from  the  obligation  of 
meeting  £300,000,000  within  three  months,  or  £4,000,000  each 
business  day.  In  addition,  the  Government  guaranteed  the  Bank 
of  England  against  any  loss  it  might  sustain  through  discount- 
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ing  bills  accepted  before  \ugust  4.  This  permitted  the  Bank  to 
advance  loans  freely  to  the  bill  brokers  and  the  discount  houses 
at  fairly  reasonable  rates.  And  finally,  the  Government  ad- 
vanced to  the  banks  about  $270,000,000  in  a  legal  paper  cur- 

rency. 

The  declaration  of  the  moratorium  had  relieved  the  situa- 
tion, but  it  could  not  get  the  wheels  of  trade  revolving  again. 
The  joint  stock  banks  would  not  buy  new  bills  as  long  as  they 
could  not  realize  on  those  they  held;  the  discount  houses  had 
very  heavy  liabilities  in  respect  to  the  bills  they  held,  or  had 
sold  to  th?  Bank  of  England,  and  they  were  not  willing  to  add 
to  their  liabilities  by  making  new  purchases.    Tl^e  trade  of 
London  and  of  the  whole  United  Kingdom  had  come  to  a  stop. 
And  not  only  had  the  commerce  of  the  United  Kingdom  come 
to  a  standstill,  but  the  international  trade  of  the  world.    Grain 
was  piling  up  in  New  Ycrk  and  Montreal;  cotton  in  New  Or- 
leans and  Galveston,  and  a  thousand  and  one  other  products 
were  lying  on  the  wharves  of  the  various  exporting  nations. 
It  was  absolutely  necessary,  therefore,  to  get  the  streani  of 
foodstuffs  and  raw  matsrials  moving  again  toward  the  United 
Kingdom  and  other  countries.    It  was  at  this  point  that  the 
Bank  of  England  and  the  Government  came  to  the  support 
of  the  London  marli^et  by  the  methods  mentioned.    Through 
the  government  guarantee  the  Bank  was  able  to  advance  funds 
to  the  discount  houses,  and  to  the  bill  brokers,  permitting  them 
again  to  go  into  the  market  and  buy  bills  of  exchange.    The 
liability  of  the  accepting  houses,  of  course,  remained  as  be- 
fore ;  but  they  were  not  required  to  make  payment  until  a  yewr, 

after  the  war. 

In  addition  to  all  these  measures  the  Government  under- 
took to  carry  80  per  cent,  of  the  war  risk  on  marine  insurance. 
The  Bank  of  England,  moreover,  arranged  for  the  transference 
of  gold  from  the  United  States  to  Ottawa,  to  avoid  the  risk 
uf  4LulJ  f»om  thn  ^'-*--*  c*nt»n  tn  ntfnnrn  i,.i  ftwniil  tihn  wok 
of  loss  by  shipment  to  Europe.  The  Bank  also  arranged  to 
purchase  gold  ii  South  Africa,  and  to  deposit  it  with  the  Gov- 
ernment of  that  Colony.  This  measure  proved  invaluable  to 
the  South  African  gold  interests.  At  first  considerable  gold 
was  sent  from  New  York  to  Ottawa;  but  at  present  the  move- 
ment is  in  the  other  direction.  New  York  exchange  has  again 
become  normal;  in  fact,  it  is  now  in  favor  of  America  owing 
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to  the  immense  shipment  of  food  supplies  from  this  continent 
to  England,  and  the  heavy  buying  of  war  materials  in  the 
American  market. 

Before  we  leave  this  phase  of  the  subject  something  fur- 
ther should  be  said  concerning  the  paper  money  that  was 
issued  in  the  United  Kingdom.  This  paper  money  is  equiva- 
lent to  gold,  and  is  backed  up  in  large  part  by  gold  deposited 
to  the  credit  of  the  Government  at  the  Bank  of  England,  and 
in  part  by  government  securities.  England,  indeed,  as  has 
been  said,  is  the  only  belligerent  nation  that  has  remained  on 
a  gold  basis.  Up  to  the  present  time  she  has  not  found  it 
necessary  to  suspend  specie  payments;  although  every  bellig- 
erent country,  as  well  as  many  neutral  nations,  including  Can- 
ada itself,  has  been  obliged  to  adopt  this  expedient.  Perhaps 
in  no  other  one  particular  has  the  vast  financial  power  of  the 
United  Kingdom  been  so  clearly  disclosed  as  in  her  ability  to 
maintain  her  currency  on  a  gold  basis,  and  to  continue  to 
finance  the  international  trade  af  the  world. 


II. 

The  Financial  Resources  and  the  Investment  Power  of 
the  Nations  Involved  in  War. 

In  carrying  on  the  present  conflict  the  ability  of  the  re- 
spective belligerents  to  secure  war  material  abroad  counts  tre- 
mendously in  the  final  issue.  The  United  Kingdom  has  had  for 
several  months  undisputed  command  of  the  sea,  and  there  is 
no  possibility  of  her  enemies  menacing  her  position  there. 
France  has  also  access  to  the  markets  of  the  world.  The 
case  is  somewhat  different,  however,  with  Russia.  At  the  time 
of  writing  the  only  ports  through  which  she  can  ship  and 
receive  supplies  are  Archangel  and  Vladivostok;  although,  of 
course,  during  the  winter  months  the  former  port  is  closed  by 
ice.  At  the  same  time,  however,  it  should  be  remembered  that 
Russia  has  received  enormous  quantities  of  goods  by  way  of 
Sweden.  The  connecting  link  between  the  Swedish  and  the 
Russian  railway  systems  of  the  north  was  forged  soon  after 
the  outbreak  of  war;  and  over  that  line  Sweden  has  been  pour- 
ing vast  quantities  of  goods  into  Russia.  Great  Britain  and 
France  have  bought  at  least  $500,000,000  worth  of  war  ma- 
terials and  supplies  in  the  United  States.    Indeed,  when  it  is 
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recalled  that  the  Republic  has  been  virtually  turned  into  a 
vast  arsenal  for  supplying  munitions  of  war  to  Great  Britain, 
France  and  Russia,  it  will  be  seen  that  the  United  States  is 
as  effectively  helping  to  bri.^g  the  war  to  a  successful  conclu- 
sion, as  far  as  the  Allies  are  concerned,  as  if  it  were  actuaUy 
engaged  in  the  struggle  itself. 

One  of  the  striking  features  of  the  present  world-wide 
war  is  the  fact  that  the  greatest  leading  nations  of  the  world 
—Great  Britain,  France  and  Germany— are  involved.    Russia, 
on  the  other  hand,  and  Austria-Hungary  are  borrowing,  rather 
than  lending,  nations.       The  United  Kingdom  has  at  least 
$20,000,000,000  invested  in  all  parts  of  the  world;  of  which 
over  one-half  has  been  plac.  d  in  North  and  South  AiTierica. 
Her  investments  in  the  United  States  amount  to  about  $4,- 
500,000,000:  in  Canada  to  about  $2,500,000,000;  and  in  South 
America,  particularly  the  Argentine  Republic,  Brazil  and  Chile, 
very  large  sums  have  been  placed.    The  interest  on  her  huge 
foreign  investments  amounts  to  about  $1,000,000,000  a  year. 
As  has  been  said,  the  United  Kingdom  has  placed  its  funds  in 
almost  every  civil'-jed  and  uncivilzed  country  throughout  the 
world,  and  especially  in  the  United  States,  Canada,  the  Argen- 
tine Republic,  Brazil,  Chile,  India,  Australia  and  Africa.    In 
recent  years  she  has  not  been  increasing  her  investments  in 
European  countries,  with  the  exception  of  Russia. 

French  foreign  investments  amount  to  about  $9,000,000,- 
000;  the  interest  on  which  yields  the  sum  of  $456,000,000  an- 
nually. France  has  never  ventured  far  afield  in  placing  its 
capital  investments,  and  has  preferrea  to  hold  semi-investmt^nt 
or  investment  securities,  rather  than  speculati^'e  securities 
which  yield  high  returns.  The  French  have  placed  their 
money  largely  in  Russia,  Italy,  Austria-Hungary,  Turkey,  and 
the  Balkans,  buying  from  these  nations  Government  bonds  and 
municipal  securities.  Industrials  have  never  appealed  very 
strongly  to  French  investors,  although  France  holds  large 
amounts  of  railway  securities  in  the  countries  mentioned.  That 
country  has  invested  considerable  sums  also  in  Mexico,  and 
smaller  amounts  in  the  United  States  and  Canada. 

Germany's  foreign  investments  amount  to  about  $5,- 
000,000,000,  the  annual  interest  of  which  yields  $250,000,000. 
Germany  stands  in  an  intermediate  position  between  Great 
Britain  and  France,  with  regard  to  the  types  of  securities  in 
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which  it  has  placed  its  money.  The  Germans  have  been  more 
venturesome  than  the  French,  busnngr  widely  semi-speculative 
securities ;  but  yet  they  have  not  gone  as  far  as  the  British  in 
placing  their  capital  in  new  and  untried  undertakings.  A  great 
deal  of  their  capital  is  invested  in  Russia,  large  amounts  in 
Austria-Hungary,  and  considerable  sums  in  North  and  South 
America.  German  investors  hold  large  bloc!:s  of  Canadian 
Pacific  and  Union  Pacific  stocks.  A  good  deal  of  German  capi- 
tal also  has  been  invested  ir  the  Near  East,  in  China,  and  in 
South  African  mines. 

Russia,  as  has  been  said,  is  not  a  lending  nation.  For 
generations  to  come  that  vast  empire  will  be  obliged  to  borrow 
capital  to  develop  its  great  natural  resources.  At  the  present 
time  Russia  owes  very  large  sums  to  Berlin  and  Paris,  and  must 
meet  the  interest  on  French  holdings  by  further  borrowings, 
at  least  durirg  the  course  of  the  war.  In  recent  years,  as 
has  been  said,  the  United  Kingdom  has  invested  considerable 
sums  in  Russian  railways  and  in  industrial  and  mining  con- 
cerns. 

We  are  now  in  a  position  to  understand  the  great  finan- 
cial strength  of  the  United  Kingdom,  as  compared  v  ith  that 
of  Germany.  Germany  has  too  much  capital  invested  in  the 
war  zone,  and  in  belligerent  countries.  She  has  very  large 
sums,  as  has  been  said,  in  Russia,  Canada,  and  other  parts  of 
the  British  Empire,  which  will  certainly  yield  no  return  during 
the  course  of  the  war.  Germany  took  big  chances  in  Turkey 
and  in  the  Near  East.  Upon  all  these  investments  she  is  bound 
to  suffer  loss,  at  least  during  the  course  of  the  war.  At  the 
same  time  Germanj  must  find  at  least  part  of  the  sinews 
of  war  for  her  allies.  Therefore,  in  surveying  the  financial 
position  of  Germany  it  seems  clear  that  her  foreign  invest- 
ments will  yield  her  very  little  as  long  as  war  lasts. 

It  is  true  that  American  stocks  held  in  Germany  could  be 
sold  in  the  United  States,  but  only  at  a  great  loss.  On  the 
other  hand,  France  is  not  in  a  much  more  favorable  position,  as 
she  has  too  much  capital  invested  in  Austria-Hungary,  Ger- 
many and  Turkey;  while  her  huge  holdings  of  Russian  secur- 
ities will  yield  her  little  or  nothing  during  the  course  of  the 
war.  Indeed.  France  and  Great  Britain  have  had  to  come  to 
the  help  of  the  Russian  Empire  in  order  to  modify  the  foreign 
exchanges.    Russia,  being  in  debt  to  both  Great  Britain  and 


France,  and  at  the  same  time  bcingr  obliged  to  buy  huge  mili- 
tary supplies  abroad,  found  herself  in  an  exceedingly  difficult 
financial  position  at  the  outbreak  of  the  war.  The  foreign 
exchanges  turned  against  St.  Petersburg,  and  it  became  diffi- 
cult to  make  payments  in  London,  New  York  and  Paris.  The 
United  Kingdom,  however,  soon  came  to  the  help  of  her  ally. 
Russia  borrowed  $60,000,000  at  the  Bank  of  England,  and 
floated  a  $50,000,000  loan  in  London.  Recently  it  was  decided 
at  Paris,  at  a  meeting  of  the  finance  ministers  of  the  allied 
Governments,  to  furnish  Russia  with  an  additional  loan  of 
$250,000,000,  half  of  which  is  to  be  raised  in  Paris,  and  half  in 
London.  It  is  interesting  to  note  that  American  financiers 
have  recently  advanced  $25,000,000  to  Russia;  and  it  may  be 
quite  possible,  despite  the  neutrality  of  the  United  States,  that 
much  larger  sums  will  be  privately  secured  for  Russian  ac- 
count in  New  York. 

As  has  been  explained,  so  strong  was  Great  Britain's 
financial  position  at  the  outbreak  of  war  that  she  almost  cre- 
ated a  panic  among  her  debtors  by  calling  in  the  short-time 
loans  due  her.  We  have  already  remarked  on  the  unprece- 
dented state  of  foreign  exchange  at  this  time.  It  cost,  for 
example,  at  one  time  over  $7  to  pay  a  debt  of  £1  in  London,  so 
great  was  the  demand  for  bills  of  exchaiige  on  the  latter  cen- 
tre. This  was  due,  of  course,  to  the  pressure  that  Great  Britain 
brought  to  bear  upon  American  debtors.  So  great  was  the 
force  that  the  United  Kingdom  was  able  to  exert  upon  the 
whole  world  for  the  payment  of  money  that  moratoria  were 
declared  far  and  wide,  to  protect  local  interests.  American 
exchange,  however,  slowly  righted  itself  through  the  shipment 
of  gold  from  New  York  to  Ottawa,  and  the  purchase  of  enor- 
mous amounts  of  war  supplies  by  Great  Britain  in  the  United 
States. 

The  American  Secretary  of  the  Treasury  has  estimated 
that  the  United  States  owed  Great  Britain,  on  current  account, 
at  least  $450,000,000,  all  of  which  had  to  be  paid  not  later 
than  January  1,  1915.  It  will  be  seen,  therefore,  that  with 
such  large  sums  due  to  Great  Britain  there  was  no  immediate 
necessity  for  that  country  to  sacrifice  its"  holdings  of  securities 
on  the  New  York,  or  any  other,  stock  e"'';^nge.  Indeed,  it 
would  have  been  impossible,  under  the  circumstances,  to  have 
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done  so;  as  it  will  be  recalled  the  stock  exchanges  eveiywhere 
were  closed  at  the  outbreak  of  war. 

During  the  six  months  since  the  beginning  of  hostilities, 
Great  Britain  has  imported  $768,000,000  worth  of  goods  more 
than  she  has  exported.    This  compares  with  an  excess  of  im- 
ports for  the  corresponding  period  of  last  year  of  $367,000,000. 
It  might  be  wondered  how  the  United  Kingdom  could  buy  such 
enormous  supplies  of  goods,  and  at  the  same  time  actually 
strengthen  her  credit  position  everywhere.    The  Bank  of  Eng- 
land has  to-day  much  greater  gold  reserves  than  it  held  a  year 
ago.    It  must  be  kept  in  mind,  however,  that  during  this  period 
British  shipping  has  earned  in  freight  charges  at  least  $225,- 
000,000;  while  the  interest  on  the  country's  foreign  invest- 
ments, during  the  same  period — deducting  all  bad  accounts  and 
losses  due  to  the  war— has  amounted  to  about  $425,000,000. 
When  these  sums  are  taken  into  account  it  will  be  seen  that 
only  about  $118,000,000  of  the  imports  has  yet  to  be  accounted 
for.    That  amount  undoubtedly  has  been  made  good  by  com- 
missions on  banking  business,  on  foreign  account,  transacted 
through  London ;  by  insurance  premiums  on  British  insurance 
business  abroad;  and  by  remittances  from  India  by  oflRcials 
in  the  Civil  Service.    Thus  it  is  clear  that  the  United  King- 
dom has  not  reduced  its  capital  holdings  abroad  by  a  single 
dollar;  and,  therefore,  the  enormous  annual    return    on    its 
foreign  investments  is  available  to  help  finance  the  war. 

At  the  same  time  it  must  be  remembered  that  the  United 
Kingdom  has  not  only  taken  care  of  its  own  needs,  since  the 
outbreak  of  hostilities,  but  has  made  arrangements  to  help 
finance  its  Colonies,  Dependencies,  and  Possessions,  as  well 
as  its  Allies.  For  these  purposes  Great  Britain  has  advanced 
the  following  sums: — 

British  Colonies $225,000,000 

Russia   110.000,000 

Belgium    50,000,000 

jVance  50,000,000 

Roumania   25,000,000 

Servia   4,000,000 

Total   $464,000,000 
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Part  of  this,  to  be  sure,  has  been  furnished  to  take  care 
of  loans  that  were  made  before  the  war  to  some  of  the  coun- 
tries concerned.  In  order  further  to  protect  its  financial  posi- 
tion, the  United  Kingdom  has  forbidden  the  flotation  of  anf 
industrial  or  commercial  loan  in  the  London  money  market 
until  all  Government  requirements  have  been  met.  While  the 
British  Treasury  has  no  control  over  the  market  as  such,  still 
it  had  been  given  power  to  supervise  and  control  stock  ex- 
change transactions.  Thus  the  Treasury  is  in  a  position  to 
ma''"!  its  will  effective. 

In  connection  with  all  that  has  been  said  we  should  not 
overlook  the  domestic  situation.  The  annual  income  of  the 
people  of  the  United  Kingdom,  according  to  the  estimate  of 
David  Lloyd  George,  is  $11,000,000,000.  It  is  possible  that  there 
will  be  some  falling  off  in  this  income  during  the  course  of 
the  war,  but  yet  the  loss  will  be  very  slight  indeed.  Unem- 
ployment is  actually  less  at  the  present  time  throughout  the 
Kingdom  than  it  has  been  for  years,  and  most  industries  are 
working  overtime  to  fill  war  orders.  When  we  regard  the 
state  of  Great  Britain's  p  iblic  debt  also  and  compare  it  with 
the  debts  of  other  nations,  ir,  will  be  seen  that  she  can  easily 
carry  the  load  of  taxation  made  necessary  by  the  war.  The 
following  table  furnishes  some  interesting  data  on  the  finances 
of  the  leading  nations  of  the  world  :— 

Country.  Debt  Before  War. 

Great  Britain   $3,305,000,000 

Germany    1,200,000,000 

France 6,575,000,000 

Belgium   740,000,000 

Austria-Hungary   2,450,000,000 

Russia 4,450,000,000 

Servia 130,000,000 

It  will  be  observed  from  these  figures  that  Germany's 
debt  is  very  much  smaller  than  Great  Britain's  and  a  great 
deal  less  than  that  of  France.  At  the  same  time,  it  must  be 
kept  in  mind  that  the  German  debt  does  not  include  that  of 
the  ii, dividual  German  States,  such  as  that  of  Prussia,  Hanover, 
Saxony,  Bavaria,  and  so  forth.  When  these  are  added  there 
is  very  little  discrepancy  as  far  as  the  debts  of  Germany  and 
the  United  Kingdom  are  concerned.    In  this  connection  it  is 
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well  to  keep  in  mind  that  ^he  former  nation  has  been  practi- 
cally cut  off  from  the  commerce  of  the  civilized  world;  and 
hence  it  must  prove  increasingly  difficult  for  Germany  to 
«nd  new  funds  to  finance  the  war.  and  at  the  same  t.me  to 
raise  revenue  to  meet  the  interest  on  its  national  oWigations 
A  careful  study  has  been  made  recently  by  the  Bureau  of 
Foreign  and  Domestic  Commerce  of  the  United  States  con- 
cerning the  financial  resources  of  the  nations  engaged  in  war. 
The   figures  presented,  however,  mean  little  or  nothing  in 
themselves  unless  they  are  properly  interpreted.    On  July  1 
last  the  per  capita  debt  in  each  of  the  ^"ntries  w^s:  Great 
Britain,  $72;  Germany.  $18;  France,  $166;  Belgium    $97 
Austria-Hungary.  $48;  Russia.  $21.  and  Servia.  $44.    The  war 
debt  incurred  since  that  date  has  added   the  following  per 
capita  debt:  Great  Britain,  $34;  France,  $46;  Germany,  $39, 
Belgium,  $17;  Austria-Hungary,  $35;  Russia,  $15,  and  Servia. 
$44       The  present  per  capita  debt  is:  Great  Britain.  $106, 
France.  $212;  Germany.  $57;  Belgium.  $114;  Austria-Hun- 
gary, $83;  Russia.  $36.  and  Servia,  $88. 

If  one  were  to  judge  of  the  financial  power  of  the  nations 
by  their  per  capita  debt,  France  would  be  in  a  very  weak  posi- 
tion as  compared  with  Germany.  Russia  and  other  European 
nations.  But  it  must  be  kept  in  mind  that  the  German  national 
debt  does  not  include  State  debts,  as  has  been  already  ex- 
plained.  Moreover,  debts,  whether  er  capita  or  aggregate, 
must  be  reconsidered  in  relation  to  the  earning  capacity  and 
the  liouid  resources  of  the  countries  in  question;  and  m  these 
respects  France  is  one  of  the  strongest  financial  Powers  m 
the  world.    This  point,  however,  will  be  exammed  at  greater 

length  later  in  this  article.  ,.,   ,    ^  j 

The  money  cost  of  the  great  struggle  is  likely  to  exceed 
any  war  expenditure  ever  incurred.  Mr.  Lloyd  George,  the 
British  Chancellor  of  the  Exchequer,  ^^^j^^^^ed  that  the  cost 
to  England  alone  in  a  single  year  would  be  $10,000,000,000. 
The  advices  received  by  the  Department  of  Commerce  indicate 
that  this  estimate  was  exaggerated.  The  cost  to  all  the  Powers 
involved  up  to  January  1,  as  shown  in  funded  debts,  is  only 
$6.50,000,000  in  excess  of  the  British  Chancellor  s  estimate  for 
Great  Britain  ..lone.  These  war  loans  follow:  G^e^*  Britain. 
$1,560,000,000;  France.  $1,815,000  000;  Germany.  $2  600  000.. 
000;  Belgium,  $130,000,000;  Austna-Hungaiy.  $1,815,000,000, 
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Russia,  $2,600,000,000;    Servia.    $180,000,000;  grand    total, 

'''•TdTcost  of  the  war  is  placed  at  I^O^O-OOO.  f  s*ri- 
buted  as  follows:  Great  Britain  $7500000;  France  $8/r50.. 
000;   Germany,    $12,500,000;   Austria-Hungary.    $8,750,000. 

^""^ete'Criespecially  those  for  Austria-Hungary  and 
Germany-show  that  they  have  already  drawn  heavily  on 

Sfeir  financial  resources.  Austria,  in  .'f  •  f  7^^^^""^^*° 
compete  with  the  Allies  on  the  financial  side  of  the  struggle , 
and  for  the  future  must  receive  help  from  Germany,  "^e 
Dual  AUiance,  under  this  tremendous  financial  «*'«"•  J^^ 
reach  the  limit  of  its  resources  long  before  ^^e  war  funds  of 
the  Allies  are  exhausted.  Lloyd  George  was  withm  the  n^rk 
when  he  said  the  last  billion  dollars  will  win  the  war.  And 
England  has  that  last  billion. 

The  United  States  Bureau  of  Commerce  has  prepared 
the  following  table,  showing  the  income,  ejcpenditure  and 
funded  debt  of  the  principal  nations  prior  ^  the  outbreak  of 
war  It  will  be  observed  that  the  revenues  of  Austna-Hui^Kary 
Ti^'greater  than  those  of  either  the  United  Kingdom  or  of 
France.  Tliis  merely  means  that  Austria-a  nation  that  can- 
not be  compared  with  Great  Britain  or  France  as  far  as  finan- 
cial  strength  is  concemed-has  laid  a  very  heavy,  economic 
burden  upon  its  people.   The  figures  are  as  follows  :— 


Annual 

Country.  Revenues. 
\us.-Hungary   ..$1,167,575,000 

Belgium   146,227,000 

United  Kingdom.  918,805,000 

Bulgaria 36,732,000 

Denmark 30.599.000 

France 914,604,000 

Germany 879,656,000 

Greece      25.939,000 

Italy            512,800.000 

Netherlands  ....  91,823,000 

Norway 41.559,000 

Portugal 81,966,000 

Roumania 103.507.000 


Annual 
Expenditures. 
$1,169,508,000 
148,677,000 
917,929,000 
36,463,000 
28.497,000 
914,550,000 
979,676,000 
27,725,000 
505.841,000 
101,845,000 
41,006,000 
80,909,000 
103,507,000 


Debt. 

$2,450,<m0,000 
825,518.000 
3.305,000,000 
135,300,000 
95,579,000 
6,575,000,000 
1,197,000,000 
206,640,000 
1.117,418,000 
461,649,000 
97,215,000 
947,603,000 
316,693.000 


It 


1,832.605,000 

22,717,000 

220,548,000 

73,362,000 

20,350.000 

152,198,000 


4,450,000,000 
130,000,000 

1,814,270,000 

161,390,000 

23,614,000 

875,654,000 


Russia 1,832,505,000 

Servia 24,694,000 

Spain 224,904,000 

>weden 73,362,000 

Switzerland    ....        19,073,000 

Turkey 132,242,000 

Statisticians  have,  from  time  to  time,  attempted  to  form 
an  estimate  of  the  wealth  of  the  different  nations  of  the  world. 
At  moat,  such  estim-  .  are  more  or  less  accurate  guesses 
o^  the  facts.  Expert  staMsticians  of  the  United  States  Gov- 
ernment, however,  have  recently  made  such  an  attempt;  and 
the  results  achieved  are  found  in  the  following  figures:— 

United  States   $150,000,000,000 

Great  Britain    85,000,000,000 

Germany    80,000,000,000 

Sance  :. 50,000,000.000 

Ru";-  40,000,000,000 

Austrla^Hungary ^5,000,000,000 

T..,„  20,000.000,000 

Belgium"  ■.■.".  ■.■■■'. 9.000,000,000 

S  5,400,000.000 

Netherlands     5,000.000,000 

Portugal  2.500,000,000 

In  examining  these  figures  the  reader  should  remember 
that  there  is  a  vast  difference  between  fixed  forms  of  wealth 
and  wealth  in  a  liquid  form  that  can  be  made  available  to  fin- 
ance a  great  world-war.  The  United  Kingdom,  as  wi"be  shortly 
shown,  is  the  strongest  financial  Power  in  the  world,  although 
the  United  States  is  a  wealthier  nation.  The  Republic  has 
great  natural  resources  in  lands,  forests,  mines  arm  so  forth 
which  make  up  a  large  part  of  its  colossal  wealth.  If  the 
British  Empire,  as  a  whole,  is  considered  there  is  no  other 
political  aggregation  in  the  world  that  approaches  it  m  point 
of  fixed  forms  of  wealth  or  of  available  financial  resources. 

In  concluding  this  section  of  our  study  the  reader  may 
be  reminded  that  Great  Britain  has  financed  herself  in  smaU 
part  by  increased  taxation  and  to  a  great  extent  by  borrow- 
ing The  mcome  tax  has  been  more  than  doubled;  so  that 
some  classes  of  incor  o  now  pay  as  high  as  8  per  cent. 


Before 
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the  war  Great  Britain  was  reducing  her  national  debt  and 
financing  all  civil,  naval  and  military   expenditure,   out   of 
revenue     Becauae  of  this,  among  other  reasons,  the  Bnt  «h 
^vemment  found  itself  in  a  strong  «"«»"tU^had  Un  fn- 
outbreak  of  war.    Germany,  on  the  other  hand,  had  been  m- 
!^as7ng  it    National  debt,  being  unable  to  cover  expenditures 
0  rtof  Revenue.    Since  the  war  that  nation  has  increased  the 
tax  on  capital,  has  borrowed  large  sums,  and  issued  Treasury 
no^esaXst  Personal  notes  and  even  jewelry.    France  has 
^r^owed Targe^^ums.  not  only  from  the  public  but  from  the 
Bank  of  France,  the  Bank  having  greatly  increased  its  note 
drculat  on  for  tiat  purpose.    As  far  as  one  can  pudge  from  the 
avaSable  data,  the  paper  money  of  Germany  >«  ^^'^^''dy  f  * 
Tcount.  and  the  country  will  be  very  close  to  the  end  of  .ts 
financial  resources  before  the  year  is  out. 

III. 

Great  Britain's  Commercial  and  Industrirl  Strength. 
Few  people  realize  the  extent  to  which  trade,  or  at  least 
international  trade,  depends  upon  foreign  investments.    When 
we  read  that  the  United  Kingdom  has  made  a  loan.  say.  of 
$25,000,000  to  China,  or  Japan,  or  the  Argentine  RepubliCj^or 
Brazil,  it  does  not  follow  that  the  actual  gold  is  shipped.   What 
actually  occurrs  is  that  the  country  concerned  hPs  received 
credit  in  the  London  money  market,  against  which     ^^  «aw 
bills  to  finance  vario  .s  undertakings.    It  is  natural  of  course 
for  the  country  that  receives  such  credit  to  buy  >t8  suppl  es 
from  the  nation  that  furnishes  the  investment  capital.    Thus 
if  the  Argentine  Republic  receives  $25,000,000  from  the  United 
Kingdom  it  is  virtually  equivj^iont  to  givmg  that  country  a 
new  railwt.7.  or  a  number  of  grain  elevators  or  a  harbor,  or 
floating  drydocks,  or  battleships  or  any  of  a  hundred  and  one 
other  things  which  its  people  may  need,  or  think  they  need 
at  the  time.    And  it  follows  also,  quite  naturally,  that  the 
nation  furnishing  the  credit  will  also  provide  and  supply  the 
materials,  machinery  and  general  eo-'pment  necessaiy  for  the 
undertakings  mentioned.    It  is  in  large  part  due  to  their  capi- 
tel  investments  abroad  that  the  I  uited  Kingdom  .nd  Germany 
have  built  up  their  foreign  trade. 
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Now  when  that  is  kept  in  mind  it  will  be  easy  to  under- 
stand why  the  commercial  and  industrial  strength  of  the 
United  Kingdom  has  continued  to  increase.  The  following 
figures  illustrate  the  diversity  and  the  extent  of  England's 
investments  during  a  single  year : — 

British  Colonies. 

Australia $  61,000,000 

Canada 137,000,000 

South  Africa 65,000,000 

India 65,000,000 

Other  Colonies 22,000,000 


$350,000,000 

Foreign  Countries. 

The  Argentine  Republic $124,000,000 

Brazil 60,000,000 

Chile 20,000,000 

China 15,000,000 

Columbia  4,500,000 

Denmark  2,500,000 

Ecuador 2,000,000 

Egypt 3,800,000 

Finland 12,000,000 

Japan 65,000,000 

Mexico 65,000,000 

Nicaragua 2,300,000 

Norway 2,000,000 

Persia 6,000,000 

Russia 45,000,000 

Turkey 1,000,000 

The  United  States 63,000,000 

Uruguay 3,000,000 

Miscellaneous 25,400,000 

Total $503,000,000 

Grand  total $853,000,000 

This  table  gives  one  some  conception  of  the  investment 
power  of  the  United  Kingdom,  and  the  extent  to  which  it  has 
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laid  the  whole  world  under  financial  obligations  to  itself.  Sir 
George  Paish,  editor  of  the  London  Statist,  estimates  that,  on 
the  average,  the  United  Kingdom  invests  each  year  $1,000,- 
000,000  abroad.  This  money  flows,  in  part,  into  the  government 
treasuries  of  the  various  countries  involved.  It  buys  battleships, 
guns  and  war  materials  of  all  kinds;  it  opens  up  mines,  it  de- 
velops agriculture  and  industry;  it  constructs  railways  and 
harbors  and  other  great  national  works — in  a  word,  it  flows  into 
every  channel  of  trade  and  enterprise  in  which  there  is  a  possi- 
bility of  adding  to  the  world's  wealth  and  yielding  a  return  to 
the  English  investor. 

Let  us  now  consider  briefly  the  effect  of  the  war  on  the 
capital  investments  of  Europe.  As  has  been  pointed  out,  the 
United  Kingdom,  Germany,  France,  Holland,  and  Belgium,  have 
been  the  chief  investment  nations  of  the  world.  For  years 
to  come  Belgium  will  be  unable  to  do  more  than  look  after 
her  own  needs ;  and  the  same  may  be  said  in  lesser  degree  of 
both  France  and  Germany.  The  United  Kingdom,  however, 
unless  invaded,  will  have  large  sums  of  capital  for  foreign  in- 
vestment. Without  doubt  English  investors  will  turn  to 
Europe,  for  a  time  at  least,  in  an  attempt  to  make  good  the 
losses  and  the  destruction  caused  by  the  war.  This  will  be  a 
serious  matter  for  Canada  and  the  United  States,  as  well  as 
for  South  America  and  the  countries  of  the  Far  East. 

While  it  is  difficult  to  predict  the  course  of  interest  rates 
after  the  war,  it  would  appear  that  money  will  rule  slightly 
higher  than  in  the  past  few  years.  But  it  is  scarcely  possible 
that  interest  rates  will  rise  to  the  figure  some  have  imagined. 
It  is  astonishing  how  quickly  a  country  wasted  by  war  can 
make  good  its  losses.  It  will  be  recalled  that  France  by  1873 
had  not  only  paid  a  huge  war  indemnity  of  $1,000,000,000  to 
Germany,  but  had  also  begun  to  prepare  the  way  for  a  return 
of  prosperity.  By  1878  France  was  commercially  and  indus- 
trially stronger  than  she  had  ever  been  before  in  her  his- 
tory ;  so  that  Germany,  astonished  at  this  rapid  recovery,  pre- 
pared once  more  to  strike  her  rival  to  the  ground.  And  just 
as  France  recovered  from  the  wounds  of  war,  it  may  be  ex- 
pected that  Europe  in  the  course  of  a  few  years  will  also  be 
rehabilitated.  Trade  and  commerce  will  proceed  along  normal 
lines  again,  while  at  the  same  time  there  will  be  a  great  de- 
mand for  capital  to  rebuild  what  has  been  destroyed,  and  to 
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construct  new  works.  Between  the  competition  at  home  and 
abroad  for  capital  funds  it  is  altogether  likely  that  interest 
rates  will  slightly  rise.  Nevertheless,  savings,  and  hence  in- 
vestment funds,  will  grow,  as  economy  will  be  the  watchword 
of  all. 

Much  has  been  said  since  the  outbreak  of  war  as  to  the 
possibility  of  the  United  States  capturing  German,  and.  in 
part,  British  trade  in  South  America  and  the  East.     This, 
however,  appears  to  be  a  hopeless  drear:  on  the  part  of  the 
American  people.     The  foreign  trade  of  Germany  is  not  at 
the  mercy  of  the  United  States ;  and  to  a  much  less  extent  is 
that  of  Great  Rritain.     In  order  t     capture  that  trade  the 
United  States  must  furnish  the  Republics  of  South  America 
with  capital  to  develop  their  resources;  because  their  pros- 
perity in  the  last  decade  has  depended  upon  the  inflow  of 
foreign  capital.    But  the  United  States,  at  the  present  time, 
and  for  years  to  come,  will  find  that  the  home  market  will 
absorb  all  its  available  investment  funds.    From  1895  to  1914 
the  population  of  the  United  States  increased  from  69,000,000 
to  100,000,000— an  advance  of  over  30,000,000.    This  increase 
of  population,  together  with  the  vast  natural  resources  of  the 
Republic,  furnishes  an  insatiable  demand  for  capital.     This 
explains  in  large  measi  -e  why  the  United  States  has  placed 
only  small  investments  ..ui-oad,  such  as  have  been  made  being 
confined  largely  to  Canada,  Mexico,  and  to  a  very  slight  ex- 
ten;;.  South  America.    On  the  other  hand,  the  United  Kingdom 
has   poured   enormous   supplies   of  capital   into   North   and 
South  America,  and  into  Asia.    It  was  English  capital,  largely, 
that  built  American  railways;  and  in  building  those  railways 
a  demand  was  furnished  not  only  for  steel  and  other  railroad 
equipment  from  Europe,  but  also  for  the  tin  of  Wales,  the 
linen  of  Ireland,  and  the  cotton  of  Lancashire,  and  many  more 
British  commodities.    And  so  in  South  America.    Brazil,  for 
example,  has  been  almost  completely  financed  by  England  and 
Germany.     That  country  bought  from  the  United  States,  in 
1914,  $30,000,000  worth  of  goods  and  sold  the  United  States— 
chiefly  coffee,  rubber  and  hides— $101,000,000  worth. 

An  examination  of  the  trade  between  Brazil  and  the 
United  States  explains  why  England  and  Germany  control  the 
bulk  of  the  trade  of  South  America.  The  ships  that  carry 
Brazilian  produce  to  the  United  States  return  to  South  America 
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via  Liverpool  and  London,  Hamburg  and  Bremen.  They  carry 
coffee  and  rubber  to  the  United  States,  and  cotton,  srrain,  oils, 
etc.,  from  the  United  States  to  England.  From  England  they 
proceed  to  South  America  with  cargoes  of  manufactured  goods 
— machinery,  railroad  supplies,  and  so  forth.  The  solution  to 
this  problem  is  found  in  the  credit  situation  existing  between 
the  countries  concerned.  The  United  States  settles  the  balance 
of  her  account  with  Brazil  by  paying  bills  of  exchange  in 
London,  drawn  to  the  credit  of  the  latter  country.  The  United 
States,  it  is  true,  does  not  actually  pay  in  cash,  but  settles  the 
balance  by  shipping  to  England  manufactured  goods  and  the 
produ'  cs  of  the  soil.  Great  Britain,  in  turn,  ships  to  Brazil 
goods  of  all  description,  to  meet  the  credit  balance  which  she 
has  arranged  for  that  country  in  London.  Brazil,  on  its  part, 
attempts  to  meet  its  oblifeations  as  far  as  possible  by  discharg- 
ing them  in  the  form  of  exported  goods. 

Now,  when  it  is  kept  in  mind  that  Great  Britain  has  in- 
vested in  South  America  about  $3,500,000,000,  the  interest 
upon  which  each  year  amounts  to  between  $160,000,000  and 
$170,000,000,  it  will  be  understood  why  there  is  such  a  great 
trade  developed  between  the  United  Kingdom  on  the  one  hand 
and  South  America  on  the  other.  Great  Britain  furnishes  the 
capital  in  the  form  of  goods  and  receives  payment  in  the  form 
of  goods.  Until  the  United  States  can  successfvl:""^  compete 
with  Great  Britain  in  this  process  it  will  be  impossible  for  the 
Republic  to  offer  any  serious  competition.  But  as  has  been 
pointed  out,  the  United  States  has  invested  only  small  sums  in 
South  America.  The  Americans  own  a  small  railroad  in  Ecu- 
ador, a  few  trolley  lines  in  various  cities,  some  big  mines  in 
Peru  and  Chile,  and  also  a  few  plantations  of  coffee  and  rubber. 

Another  important  factor  that  influences  the  general  situ- 
ation is  the  banking  power  of  the  United  Kingdom.  Great 
Britain  and  Germany  have  had,  for  many  years,  strong  bank- 
ing connections  with  South  America.  It  is  only  during  the  last 
year  that  it  has  been  possible  for  the  United  States  to  estab- 
lish bank  branches  in  foreign  countries.  At  the  present  time 
the  Americans  have  one  bank  in  South  America.  In  order  to 
secure  any  considerable  part  of  the  banking  business  of  that 
continent  it  will  be  necessary  to  grant  local  credit  as  liberally 
as  the  British  and  German  banks  have  done  in  the  past.  In 
addition  to  that,  American  bankers  will  have  to  overcome  the 
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nreiudic^s  of  South  Americans  with  respect  to  bills  of  ex- 
change that  are  used  in  settling  their  foreign  indebtedness 
As  we  have  explained,  the  bill  of  exchange  drawn  on  London 
^  the  international  currency  of  the  world.      It  is  drawn  in 
'pounds,  shillings  and  pence;  and  if  the  Amencan-re  to  com- 
nete  with  the  British  through  offering  bills  drawn  on  New 
York.  RwiU  be  necessary  to  instruct  the  South  Amencans 
how  to  make  computations  in  a  new  money  medium,  namely, 
dolTars  and  cents.  ^This  may  seem  a  small  point,  and  unwor  hy 
of  serious  attention;  but  it  is,  nevertheless  upon  such  trifling 
circumstances  that  trade  is  built  up  and  developed  _  London 
has  not  only  holding  power,  in  the  financial  field,  but  attract 
?ng  power  as  well;  and  there  does  not  seem  to  be  any  great 
chance  of  New  York  seriously  competing  with  London  for 
South  Americn  banking  business  for  years  tc  come-that  is 
until  the  United  States  is  able  to  enter  the  foreign  investment 
market  after  having  satisfied  home  demands. 
"'   '^i^rAmericans.  therefore,  who  have  been  so  sanguine 
that  New  York  will  have  displaced  London  as  the  financial 
cen  re  of  the  world  at  the  close  of  the  war.  have  nut  surveyea 
TaSly.  or  understood,  the  facts  in  the  case.    New J^rk  ^J 
is  true  in  recent  years,  has  made  small  loans  to  Chma  ana 
Japan   and  considerable  American  capital  has  been  invested  m 
Sa       Nevertheless,  the  United  States  will  have  a  .ery 
serious  situation  itself  to  face  during  the  course  of  the  war 
as  fa"  as  finances  are  concerned.    During  the  next  eighteen 
moSL  the  Republic  must  find  $750,000,000  to  rfnndmBtnr. 
Tng  obligat^^^  industrial  and  railroad  bonds  and 

short-time  notes.    Then,  again,  to  that  must  be  added  a  sum 
of  auTst  $450,000,000,  for  the  eighteen  months'  period,  as 
Jhe  United  States  normally  receives  from  Europe,  for  inves  - 
ment  pu^oses,  about  $300,000,000  a  year.    When  one  recalls 
Tve'ry^eat  difficulties  which  one  of  Je  nch-^^^ 
United  States  had  to  meet  in  securing  $40,000,000  to  discnarge 
TbUgations  to  English  creditors  at  the  outbreak  of  the  war.  it 
wmb^seen  how  absurd  are  the  contentions  of  a  certam  sec- 
Sn  of  the  American  press  and  people  that  New  York  can,  or 
wm   displace  London  as  the  worid's  b-^nking  and  investment 
Tentre  after  the  war.    No  doubt  in  the  years  to  come,  when 
the  hom     marU  has  become  saturated  with  capital,  the 
United  ™ates.  as  the  wealthiest  single  nation  m  the  .orld. 
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will  have  a  great  role  to  play  in  the  field  of  foreigm  invest- 
ments. At  the  present  time,  however,  the  Republic  will  have 
more  than  it  can  do  to  look  after  its  home  requirements,  with- 
out venturing  to  take  the  place  of  either  Great  Britain  or  Ger- 
many in  financing,  and  thus  securing,  the  trade  of  the  South 
American  Republics,  and  the  other  developing  nations  of  the 
world. 


IV. 

Canada's  Financial  Position  and  the  War. 
We  may  now  briefly  review  the  financial  situation  in  Can- 
ada since  the  outbreak  of  the  war,  and  the  probable  trend  of 
events  for  the  next  few  years  in  this  country.    Up  to  the  out- 
break of  war  Canada  had  borrowed  about  $3,000,000,000  in 
Europe  and  the  United  States  chiefly,  of  which  the  United  King- 
dom furnished  at  least  $2,500,000,000.    The  balance  came  from 
the  United  States,  France,  Germany,  Holland,  Belgium  and 
Switzerland.    Our  interest  obligations  as  a  nation  ranged  be- 
tween $10,000,000  and  $12,000,000  a  month,  or  somewhere  be- 
tween $120,000,000  and  $144,000,000  a  year.    The  Hon.  W.  T. 
White  estimates  that  our  interest  obligations  per  annum  are 
at  least  $135,000,000;  while  Sir  Frederick  Williams-Taylor, 
General  Manager  of  the  Bank  of  Montreal,  puts  the  amount  at 
about  $10,000,000  a  month.    Whatever  the  precise  sum  may 
be,  however,  the  fact  is  clear  that  this  country  has  been  faced 
with  a  serious  situation  during  the  last  few  months. 

At  the  same  time,  nevertheless,  it  must  be  admitted  that 
this  difficult  problem  has  been  admirably  handled,  both  by 
the  banks  and  by  the  Government.     Those  pessimists  and 
critics    who    have    arraigned    the    banks,    the    Government, 
and  the  vested  interests,  because  of  the  methods  that  have  been 
adopted,  do  not  realize  that  the  financial  situation  might  have 
been  very  much  more  serious.     Indeed,  when  we  contrast 
Canada's  position  with  that  of  Brazil  and  the  Argentine  Re- 
public, we  shall  see  how  fortunate  the  country  has  really  been. 
As  has  been  said,  the  banks  both  of  Brazil  and  the  Argentine, 
at  the  outbreak  of  the  war,  closed  their  doors;  and  even  when 
th'       turned  business,  depositors  could  withdraw  only  a  stated 
ai         t  >•  their  funds       h  month.    Even  under  these  condi- 
tio,    balances  could  be  withdrawn  only  after  proving  that 
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it  wa,  essential  to  p.-otect  «>e  business  interests  of  the 
Lt^itor      In  addition,  moratoria  were  declared  by  botn 
*r&uth  American  Republics;  and  specie  Payments  we« 
In^nded.    Canada,  it  is  true,  ^-'^f'^^f^^X^Tui 
but  not  a  bank  do^d  its  door^on  a-^t^^V^'arm^rtant 
SS^tTasTnlr^d^n-ttb^  very  materially  stren^^^^^^^^^ 
?he  future  credit  of  Canada  in  the  money  markets  of  the 
Irld     It  mS  be  said  in  passing,  that  the  Bank  of  V^cou- 
Z  whichrnow  gone  into  «a-d.tion-s  ""''---'  m^ 

and  British  Columbia-have  adopted  "«>;«  J^ J««^^^^^  ^o 
moratoria  Undoubtedly,  some  help  had  to  be  extenaea  w 
TwTbtors  who  had  become  embarrassed  because  of  the 
war  but  i^^"'  doubtful  whether  the  adoption  of  moratory 
was 'the  best  way  to  meet  these  difficulties.  It  should  be  kept 
Tn  nind  by  the 'pn>vinces  that  they  -  l^sl^^^?^^^^^^^^^ 
fr.r.  tv,P  nresent  but  for  the  future  as  well,  and  that  every 
frshoud  be  taken  to  see  that  their  credit  'ball  remam  un- 

bTvtyr:  ■-;£  :Xi.b^:i  as?      S 

isi:c^srr.^=  r  L^t-m-i^: 

'"^'Ihe  Minister  of  Finance  has  announced  that  it  will  take 
at  lea?t  $300,000,000  to  finance  this  country  during  the  commg 
year       For  the  financial  year  ending  March  31.  1915     t  is 

LtTmated  that  our  national  ^^f jj  "^.^  i  LIiV^^^^ 
000.000.      ^«-ing  the  financial  ye^^^^^^^^  ^^^^ 

obliged  to  borrow  over  f  f  ff^f  ^Ve^Xnal  Z  will  likely 
in  the  two  financial  years,  l^^^^^' /^^^^^^^^  ^^^  sources  of 

be  increased  ^Y  w^U^^^^^^^^  Jxation  is  expected 

revenue  wm  yield  $120,000  m^^^  of  $150,000,000  to  be 

t  '"'"i  bv  bo'rrow^ng  Xre  is  this  immense  sum  of  money 
financed  ^J^^^''''^^^^^^\^  ^oubt.  the  Canadian  people  them- 
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abundant  supply  of  working  capital,  at  least,  in  Canada,  as 
distinct  from  investment  capital.  Temporarily,  some  of  this 
working  capital  which  is  now  unemployed  might  be  well  in- 
vested in  Government  debentures  that  can  be  sold  when  the 
money  markets  of  the  world  are  more  favorable.  It  is  doubt- 
ful, however,  whether  Canada  has  $100,000,000  of  investment 
capital  to  put  in  her  own  Government  securities;  and  the 
United  Kingdom  must  be  depended  upon  in  large  part  to  fur- 
nish the  funds  to  finance  this  coui'try  during  the  course  of 
the  war. 

For  the  next  few  years  our  municipalities  and  industries 
will  be  obliged  to  look  to  the  home  market,  and  to  the  United 
States,  for  capital.       For  one  thing  the  London  market  is 
closed  at  the  present  time  to  all  but  wir  loans.    English  in- 
vestors, too,  have  turned  against  our  industrials,  particularly 
during  the  last  year,  because  of  their  disappointment  in  the 
management  and  the  earnings  of  Canadian  concerns.     Old 
Country  capitalists,  also,  have  become  distrustful  of  the  finan- 
cial administration,  and  the  undertakings,  of  many  Canadian 
municipalities.    Aside  from  war  conditions,  therefore,  we  could 
not  hope  just  now  to  successfully  place  large  amounts  of  muni- 
cipal securities  in  London.    It  has  become  necessary,  as  a  re- 
sult, for  Canada  to  turn  to  the  United  States,  particularly  to 
New  York  and  Chicago,  to  find  the  money  to  finance  its  in- 
dustries and  municipalities.    Since  the  outbreak  of  war,  and  up 
to  March  15,  about  $65,000,000  of  municipal  securities  have 
been  sold  in  the  United  States.    This  is  explained  in  part  by 
the  fact  that  there  has  been  a  surplus  of  working  capital  in 
the  Republic  during  these  months  owinR  to  the  slowing  down 
of  industry;  and  in  part  by  tne  fact  that  American  insurance 
companies,  doing  business  in  Canada,  have   taken   up   these 
bonds  at  attractive  prices.    But  it  will  be  in  vain  to  hope  for 
any  substantial  flow  of  capital  from  the  United  Slates  for  years 
to  come.    We  may,  and  probably  shall,  receive  considerable 
sums  for  industrial  and  municipal  development ;  but  the  amount 
of  capital  that  will  come  to  this  country  from  the  Republic  will 
be  relatively  small,  compared  with  what  we  have  received  from 
the  United  Kingdom  in  the  past  decade. 

Fortunately,  the  war  has  made  it  possible  for  Canada  to 
cut  down  its  imports ;  and  thus  to  close  the  gap  be+ween  im- 
ports and  exports.    We  may,  indeed,  expect  that  our  sales  and 
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imports  will  just  about  balance  one  another,  in  the  immediate 
future,  for  a  considerable  period,  owing  to  the  effort  that  is 
being  put  forth  to  increase  production  in  this  country,  and  to 
the  decline  in  buying  power  due  to  the  cutting  off  of  outside 
loans.   This,  however,  has  brought  us  face  to  face  with  another 
difficulty.    As  we  have  remarked,  no  country  actually  imports 
gold  when  it  borrows,  but  really  draws  against  credit  balances 
to  purchase  goods  from  abroad.    As  we  have  now  no  balances 
against  which  to  draw,  there  has  been  a  tremendous  decline 
in  imports,  and  a  corresponding  loss  of  customs  revenue.    In 
this  sense  it  may  be  truly  said  that  the  taxes  laid  by  the 
Finance  Minister  are  war  taxes.    If  there  had  been  no  war  it 
is  quite  true  that  there  would  have  been  a  great  falling  off 
in  revenue;  but  the  deficit  would  have  been  made  good  by 
borrowing,  which  would  have  involved  only  a  small  increase  in 
taxation,  or  perhaps  no  increase  at  all.    But  owing  to  the  war, 
it  has  become  necessary  to  raise  huge  sums  for  military  pur- 
poses, thus  obliging  the  Government  to  lay  fresh  taxation  to 
meet  deficiencies  in  the  revenue  account. 

Limits  of  space  will  not  permit  us  to  give  a  detailed  expo- 
sition of  all  the  expedients  adopted  in  Canada  to  solve  the 
financial  and  industrial  problems  raised  by  the  war.  However, 
one  fact  seems  to  have  been  made  abundantly  clear  during 
these  difficult  months.  The  United  Kingdom  has  shown  that 
it  possesses  enormous  financial  power,  and  that  it  is  deter- 
mined to  look  after  not  only  its  own  interests,  but  the  financial 
needs  of  its  Colonies  as  well.  From  a  survey  of  the  whole 
situation,  it  is  evident  that  Canada  must  move  slowly  in  its 
economic  expansion  during  the  immediate  future.  But  when 
peace  shall  have  been  declared  it  is  quite  safe  to  say  that 
once  again  all  the  capital  necessary  for  development  work  in 
this  country  will  be  secured  from  Great  Britain. 

Some  critics  have  ventured  to  ridicule  Sir  Wilfrid  Lauri«r's 
assertion  that  the  Twentieth  Century  belongs  to  Canada.  In 
the  sense  that  this  country  will  be  able  to  offer  opportunities 
to  every  man  who  is  able  and  willing  to  work,  and  who  will 
be  a  producer  and  not  a  mere  speculator.  Sir  Wilfrid's  con- 
tention is  absolutely  correct.  There  is  no  nation  in  the  world 
that  offers  to  the  average  "man  greater  scope  or  opportunity 
for  success  in  commerce,  industry,  agriculture,  or  finance,  than 
does  Canada;   and  bearing  these  facts  in  mind  it  behooves 
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Canadians,  both  individually  and  collectively,  to  stop  talking 
about  hard  times  and  to  get  down  to  real  business.  And  there 
is  no  great  need  to  make  any  radical  change  by  diverting  the 
people  from  city  or  town  to  the  land.  What  we  need,  and 
must  have,  is  a  return  to  normal  business  conditions ;  in  which 
manufacturer,  merchant  and  farmer,  all  together,  will  play 
their  part.  And  finally,  it  may  be  worth  while  adding  that 
there  is  need  in  this  country  for  a  greater  display  of  a  spirit 
of  co-operation  and  mutual  sjnnpathy  among  all  classes,  and 
less  for  party  and  class  recrimination  and    artisanship. 

W.   W.  SWANSON. 
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